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I. INTRODUCTION 

1. The Asian Development Bank (ADB) reviewed its policy on cost sharing and expenditure 
eligibility in 2005 as part of the Innovation and Efficiency Initiative. 1  The objectives of that 
initiative were to improve ADB's business model, as well as its ability to align services, products, 
and practices with client priorities and market trends. The policy introduced a series of changes 
to enable ADB to (i) align ADB’s policies with borrowers’ expenditure requirements; (ii) 
harmonize with other development partners; and (iii) ensure consistency across its lending 
instruments.  
 
2. The 2005 policy proposed that ADB would review its implementation experience 3 years 
after effectiveness.2 This paper reviews the implementation of the policy from 2006 to 2009, 
drawing on the experience of ADB, its developing member countries (DMCs), and other 
development partners.  
 

II. PREVIOUS AND PRESENT POLICIES 

A. ADB's Present and Past Approaches 

3. The 2005 policy revised ADB's previous approaches by (i) establishing country-specific 
ceilings for ADB’s aggregate portfolio for project lending, grants and technical assistance (TA), 
which must reflect macroeconomic and fiduciary-related assessments; (ii) removing 
requirements to distinguish between local and foreign exchange cost categories for projects and 
investment plans; (iii) introducing new financing options; and (iv) expanding the eligible list of 
items for financing to include taxes and duties, land acquisition and payments for rights-of-way, 
local transport and insurance, late payment penalties, food expenditures, resettlement 
assistance charges, interest during construction (IDC) on non-ADB loans, bank charges, 
retroactive financing, secondhand goods, leased assets, and recurrent costs.  
 
4. The principles governing the ADB policy framework aimed to ensure that (i) expenditures 
covered by ADB project financing promote development, and thus underpin the poverty 
reduction agenda; (ii) operations funded in the new and more flexible manner do not unduly 
burden the country’s fiscal, debt, and macroeconomic sustainability; and (iii) effective fiduciary 
and other oversight arrangements are in place at all stages of the business cycle—at the 
country, executing agency, and project level.  
 
5. The 2005 policy represented a significant change from previous approaches to cost 
sharing and expenditure eligibility, which earlier had been linked to ADB graduation policies and 
applied uniformly across countries in the same classification grouping. This included the 2002 
policy update,3 which, under the 1998 graduation framework,4 increased ADB’s project cost-
sharing limits to align them with the level of development in DMCs and with the practices of 
                                                 
1  ADB. 2005. Cost Sharing and Eligibility of Expenditures for Asian Development Bank Financing: A New Approach. 

Manila. 
2  The policy became effective in 2006 upon issuance of the associated Operations Manual section and staff 

instructions. ADB. 2006. Cost Sharing and Eligibility of Expenditures for ADB Financing. Operations Manual. OM 
H3. Manila; ADB. 2006. Cost Sharing and Eligibility of Expenditures for Asian Development Bank Financing. 
Compendium of Staff Instructions. Manila. 

3  ADB. 2002. Review of Cost-Sharing Limits for Project Financing as an Element of ADB’s 1998 Graduation Policy. 
Manila. 

4  ADB. 1998. A Graduation Policy for the Bank’s Developing Member Countries. Manila. The 1998 graduation 
framework was based on a country classification system with two criteria: per capita gross national product and 
debt repayment capacity. 
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other multilateral development banks. The prevailing cost-sharing limits before the 2002 policy 
revision were introduced in 19835 based on the same principles. 
 
6. The 2005 policy also responded to new trends and policy approaches taken by various 
multilateral development banks. Appendix 1 summarizes the main policy thrusts and 
implementation experience. 
 
B. Review Methodology  

7. This policy implementation review and update involved (i) a desktop review; (ii) surveys 
by country teams;6 (iii) country consultations with selected DMCs, development partners, and 
ADB staff in resident missions; and (iv) feedback from an interdepartmental coordination team 
of experienced staff members/focal points. 
 

III. FINANCING TRENDS AND POLICY IMPLEMENTATION EXPERIENCE 

A. Cost Sharing  

8. Policy. ADB's 2005 policy on cost sharing reiterated its consistency with the core 
operating principles of DMC commitment and ownership, but also recognized that a borrower’s 
contribution to individual projects financed by ADB is only one way to judge these.7 Country 
ceilings indicate the maximum share of costs that ADB will finance with respect to the aggregate 
portfolio of projects in a DMC, and which in the case of loan-financed projects is always less 
than 100%. Under the 2005 policy, these are typically established during the preparation of the 
country partnership strategy (CPS).8 The ceilings are determined based on the DMC's balance-
of-payments situation and other macroeconomic and fiduciary-related variables,9 including its 
overall development program, funding capabilities over the short to medium term, and expected 
use of ADB funding. In addition, specific cost-sharing arrangements for each project are allowed 
to accommodate variations in sector, client, and project characteristics. Project-specific cost-
sharing levels may be higher or lower than the country cost-sharing ceiling.    
 
9. Country cost-sharing ceiling. Since March 2006, country financing parameters 
responding to the 2005 policy have been approved for 29 of 40 DMCs (Appendix 2). 10 Of those 
29 DMCs, country cost-sharing ceilings for loans increased for all but one (Nepal, which 
retained previous cost-sharing levels). In 23 DMCs, country cost-sharing levels were raised to 
90% or more, and in 19 DMCs ceilings were increased to 99%. Similarly, 25 of the 29 DMCs 
with new financing parameters11 increased their cost-sharing ceilings for TA and grants; among 
these, 21 of 25 increased the TA and grant country cost-sharing ceiling to 99%. In comparison, 

                                                 
5  ADB. 1983. A Review of Lending Foreign Exchange for Local Currency Expenditures on Projects. Manila. 
6  Survey respondents included country teams from Armenia, Azerbaijan, Bangladesh, Bhutan, the People’s Republic 

of China, India, the Lao People’s Democratic Republic (Lao PDR), the Maldives, Mongolia, Nepal, Pakistan, Palau, 
Solomon Islands, Sri Lanka, Tajikistan, and Vanuatu. 

7  The policy noted that ADB financing in most DMCs represented at most 1% of their annual public sector 
investment program, while total development assistance covered on average 4% of public investments.  

8  Where a CPS had been recently completed, the ceiling could be established as a stand-alone exercise.   
9  These included (i) the past, present, and projected fiscal policy stance in the country; (ii) public financial 

management system, quality of mechanisms for budget preparation, implementation, and control; and (iii) degree 
of integration of ADB's portfolio into the budget's process.  

10  This figure includes Malaysia and Myanmar, which currently do not have operations with ADB.  
11  Exceptions include India, the Lao PDR, Nepal, and Viet Nam, which retained previous TA country cost-sharing 

ceilings. 
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the World Bank's country cost-sharing ceilings for all active DMCs in Asia and the Pacific that 
are common with ADB are set at 100%.12   
 
10. Country cost sharing and country classification do not correlate in any distinctive 
pattern13 as values tend to increase independently of the grouping and region (Appendix 2, 
Tables A2.2–A2.3).      
 
11. The main reasons for raising country cost-sharing ceiling parameters include (i) relieving 
a country’s operational revenue and budgetary constraints; (ii) providing essential support to the 
country's development program; (iii) harmonizing with other development partners (consistent 
with ADB's commitments to the Paris Declaration on Aid Effectiveness and the Accra Agenda 
for Action, as well as other joint agreements at the country level); (iv) improving project 
implementation; (v) assisting the country’s financial stabilization, reducing fiscal pressures, and 
improving the structure of public debt by encouraging the use of ADB's concessional resources 
instead of more costly cofinanciers/creditors and domestic borrowing; (vi) providing maximum 
flexibility; (vii) maximizing ADB's potential to respond to crises, especially in countries struck by 
disasters and/or fragile state conditions; and (viii) prioritizing support for projects that maximize 
targeting of disadvantaged and vulnerable people. The scope and depth of macroeconomic, 
fiduciary, and tax assessments varied substantially. 
 
12. Separate sector-specific cost-sharing ceilings were generally not established14 as these 
were not favored by governments, which prefer to consider the merits of projects on a case-by-
case basis, and/or determine country cost-sharing levels on independent 
macroeconomic/budgetary grounds.  
 
13. Project cost-sharing levels. From 2006 to 2009, 106 investment lending projects were 
approved in 18 countries after revision of country cost-sharing parameters.15 With the exception 
of four countries, all projects financed were kept within DMCs' respective country cost-sharing 
ceilings (Appendix 2, Table A2.4). Although this indicates limited use of the project-level cost-
sharing flexibility function provided under the policy, about half of these countries had 
incorporated flexibility by maximizing their country cost-sharing ceilings at a value of up to 99%.  
 
14. For all 18 countries, ADB's average cost-sharing percentage from the aggregate of the 
projects approved up to 2009 was found to comply with established country cost-sharing levels. 
The average project cost-sharing levels were found to be below the country cost-sharing ceiling 
in 83% of the cases and equal to this value in 17% of the cases. The difference between 
country cost-sharing ceilings and average project cost-sharing percentages was found to be 
generally significant: (i) in 7 of the 18 countries, the average aggregate of ADB's contribution to 
the total cost of the projects financed in that country was less than 50%; and (ii) the average 
project lending share varied from 17% in the People’s Republic of China (PRC) to 88% in the 
Maldives.  
 
15. From 2006 to 2009, ADB approved 387 TA projects in 26 DMCs that had revised their 
country financing parameters. Compliance was noted in all cases, with relative aggregate 
Technical Assistance Special Fund and Japan Special Fund cost-sharing levels ranging from 
                                                 
12  This excludes Malaysia, Myanmar, Thailand, and Turkmenistan, for which new country financing parameters have 

not been established since the approval of the World Bank's policy in 2004. 
13  ADB. 2008. Review of the 1998 Graduation Policy of the Asian Development Bank. Manila. 
14  The exception is Pakistan, where an 80% ceiling applies to infrastructure projects and 90% to other sectors.   
15  The period covered varies from country to country, matching the CPS period for which endorsement had been 

received. 
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48% for Viet Nam to 94% for Palau.16 However, the aggregate government contribution for the 
same period ranged from 30% in the PRC to 5% in Afghanistan with balance amounts being 
provided through direct cofinancing or trust funds.   
 
16. Operational arrangements. Management approves the cost-sharing arrangements for 
individual DMCs based on the recommendation from regional departments. Of the 29 active 
country cost-sharing ceilings, 21 were associated with the preparation of a new CPS, while 8 
were approved independently.17 All of them were established through a separate memorandum 
approved by the President. Country cost-sharing ceilings generally have been established in 
consultation with governments and development partners, following practical considerations 
(e.g., resource constraints), guidance outlined in the 2006 staff instruction (footnote 2), and 
other country-specific conditions (e.g., post-conflict conditions), rather than using any 
quantitative criteria. Given the broad array of reasons that determines country cost-sharing 
ceilings (para. 11), a high degree of country-based criteria was applied in determining the cost-
sharing parameters. As a result, countries with very different socioeconomic levels and 
development challenges have applied similar arrangements, usually seeking maximum flexibility. 
The demanding studies outlined in the staff instruction are resource-intensive. Their findings 
cannot always be directly translated into figures.  
 
17. Formal arrangements to monitor and plan compliance with cost-sharing ceilings and 
maximize benefits through the programmed pipeline are generally not in place. In practice, most 
country teams have secured compliance by maintaining project cost-sharing levels below 
country cost-sharing levels.  
 
B. Financing Options 

18. Policy. ADB's 2005 policy reconfirmed ADB’s ability to finance local currency costs 
above direct and indirect foreign costs, removing requirements to distinguish between local and 
foreign exchange cost categories. Moreover, the 2006 staff instruction introduced new project 
financing options to supplement ADB's practice of financing eligible expenditures in accordance 
with different ratios specified for each category. Additional financing options, specifically 
reflected in the loan agreement on a case-by-case basis, include (i) financing of eligible 
expenditures on a pro rata basis with cofinanciers; and (ii) pre-financing or financing up to 100% 
of eligible expenditures on every claim received as long as sufficient undisbursed loan amounts 
remain available.  
 
19. Before 2005, a similar approach was followed for TA financing, with DMC contributions 
being limited to local cost financing and measured through restricted computations.18 The 2005 
policy removed such constraints on TA financing plans (irrespective of loan or grant sourcing).   
 
20. Project financing. A review of 222 reports and recommendations of the President 
(RRPs) for investment projects (and their respective loan agreements) approved from 2006 to 
2009 found that 95% of all projects presented investment and financing plans in a single 

                                                 
16  Applicable for the period from the start of the new CPS to the end of 2009, excluding grant and trust fund 

cofinancing. 
17  This applies to Armenia, Bangladesh, Bhutan, Cambodia, Republic of Fiji, Lao PDR, Philippines, and Viet Nam.  
18 These were subject to a limit of total TA costs minus foreign exchange cost and the cost of domestic consultants.  
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currency, making no differentiation between local and foreign exchange costs (Appendix 3, 
Table A3.1); 100% compliance was reached from 2008 onwards.19 
 
21. The review showed limited use of new financing options. Neither pre-financing nor pro 
rata arrangements have been used to finance the entire array of expenditures under any single 
project. Nonetheless, from 2006 to 2009 (i) two projects reported 100% financing across 
selected components in their respective loan/agreements (which did not include all project 
components); (ii) 52 loan agreements reported 100% financing on some selected eligible 
expenditures (e.g., equipment, civil works, and consulting); and (iii) 2 loan agreements 
described equal percentage financing across all eligible categories (other than 100%). For the 
remaining cases, 181 loan agreements (76%) were structured on a category basis with various 
financing ratios specified for each cost category.  
 
22. Technical assistance financing. Similarly, a review of 387 TA projects approved from 
2006 to 2009 showed full compliance with new financing reporting requirements from 2007 
onwards. In 2006, 85% of TA projects were reported in a single currency, whereas 15% of them 
differentiated foreign and local costs.20 
 
23. All country teams responding to the survey confirmed that TA counterpart financing is 
conducted almost exclusively in the form of in-kind provision to fund counterpart staff, office 
premises, maps, and other resources available to the government. The consultations showed 
that few governments allocate budgetary provisions to finance their TA counterpart share, and 
where this process is followed, utilization may not always be possible to confirm.   
 
24. Operational arrangements. Although project teams in regional departments have 
extensive understanding of the revised financial reporting requirements (as demonstrated by the 
high percentage of projects that comply with investment and financing plan requirements), they 
generally lack awareness of available financing options. In addition, the few attempts made to 
use pre-financing were postponed because of the inability to establish sufficiently robust 
mechanisms that guarantee full project completion upon disbursement of ADB's loan.  
 
C. Retroactive Financing 

25. Policy. To support advance contracting, the 2005 policy introduced revisions to allow 
the use of up to 20% of the ADB loan amount to finance eligible expenditures incurred in the 12 
months before signing of the loan agreement (with added flexibility on a case-by-case basis, 
adequately justified and documented in the RRP).   
 
26. Experience. Client governments and project teams value retroactive financing. In 2006–
2009, 47% of all investment loans approved by ADB (104 projects) in 20 countries included 
provisions for retroactive financing, progressively increasing from 25% of all projects in 2006 to 
69% in 2009. In absolute terms, projects in the PRC, India, and Pakistan included this provision 
in the most loans. However, in relative terms, retroactive financing has also been used 
extensively in smaller countries—67% of all projects in the Pacific included retroactive financing 
in their RRPs (Appendix 4).  
 
                                                 
19  To project price contingencies, most RRPs still included detailed information on estimated local and foreign 

expenditures in their appendixes. Restrictions on local cost financing (regarding a DMC's efforts to mobilize 
domestic savings and an assessment on limited capabilities) were removed in all cases.    

20  These exclude TA attached to loan or grant projects, and supplementary and small-scale TA for which limited 
information is available. 
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27. Retroactive financing has been more extensively applied in group C countries21 (56% of 
all investment lending), followed closely by group B countries (48%), and group A countries 
(22%), hinting at a potential link with adequate up-front cash flows. In relative terms, loans 
under multitranche financing facilities used retroactive financing more frequently, which may be 
linked to the preparatory processes and project readiness criteria generally applied with this 
instrument. Similarly, while the transport sector (29%) and the energy sector (21%) made 
greater use of retroactive financing in absolute terms, industry and trade projects (67%) and 
multisector projects (61%) used this option more frequently as a share of the total number of 
loans approved. No grants have reported the use of retroactive financing. 
 
28. Based on these results, retroactive financing has been mainstreamed in ADB's 
operations at the planning and design stages. However, actual levels of utilization remain low.22   
 
29. Operational arrangements. Retroactive financing is reflected in both RRPs and loan 
agreements prepared by project teams. Consultations conducted as part of this policy 
implementation review suggest that DMC officials would value (i) an increase in the retroactive 
financing ceiling beyond 20%, and (ii) a retroactive financing period longer than 12 months 
before the signing of the loan agreement. As shown in para. 28 increases in the retroactive 
financing ceiling cannot be justified based on utilization levels. The 2005 policy provides 
sufficient flexibility to allow financing beyond the 12-month limit on a case-by-case basis.    
 
D. Expanded Expenditure Eligibility 

30. Policy. The 2005 policy clarified the eligibility of a number of expenditures, some of 
which were ineligible before its approval. These expenditures included financing of taxes and 
duties related to the project, acquisition of land and rights-of-way, late payment charges 
imposed by contractors, bank charges, food expenditures, IDC on non-ADB loans, secondhand 
goods, lease financing costs, and local transport and insurance costs. Most of the categories 
introduced have been underutilized (Appendix 5).23 
 
 
 

                                                 
21  For country classification, see ADB. 2010. Classification and Graduation of Developing Member Countries. 

Operations Manual. OM A1. Manila. 
22  As shown by preliminary results of a study conducted by the Central Operations Services Office on advance 

contracting, of 70 projects with advance contracting and retroactive financing, only 15% of the projects utilized both 
mechanisms. For these projects, the first goods or works contract was awarded on average 8.4 months before loan 
effectiveness with a median time of 5.7 months. This compares positively with an average of 2.3 months after loan 
effectiveness for awarding the first contract for goods or works in projects where only advanced contracting was 
approved and used.   

23 In the case of leased assets, secondhand goods, (commercial) bank charges, severance pay, and IDC on non-
ADB loans (of cofinanced projects as per staff instruction), no cases have been noted in RRPs approved from 2006 
to 2009. Capitalization of IDC in ADB loans is also covered and extensively used, but it does not represent a new 
expenditure eligibility item, as it was already in place before the 2005 policy. 
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31. Taxes and duties. Of the new country financing parameters approved for 29 countries 
since 2006, 27 include a brief tax assessment (26 of these provided, to various degrees, an 
assessment of the transparency and fiscal sustainability of the country's tax regime). All 29 
memorandums for the President's approval indicated that all taxes and duties within their 
respective countries could be eligible for ADB financing (justified by taxes that were considered 
reasonable), with 23 of these emphasizing that financing would be subject to an evaluation of 
their share of total costs at the project level.    
 
32. Overall, however, only 7% of all projects approved from 2006 to 2009 incorporated 
project-related taxes and duties as eligible expenditures for ADB financing. Of the 16 projects 
approved in this period with specific provisions for tax inclusion in RRPs, eight were for Viet 
Nam; five for the PRC; and one each for Cambodia, the Lao People’s Democratic Republic (Lao 
PDR), and Pakistan. The reasons reported for low utilization varied and included (i) limited 
awareness and time required to change practices among both ADB and counterpart staff; (ii) 
existing country-established systems (e.g., automatically exempting foreign-funded projects 
from taxes); and (iii) government preference to finance this expenditure.    
  
33. Acquisition of land and rights-of-way, and resettlement costs. Of the investment 
loans approved from 2006 to 2009, 2% included land acquisition and rights-of-way in their RRPs 
(two projects in Viet Nam; and one each in Cambodia, the PRC, and Papua New Guinea) and 
an additional 2% included resettlement costs (two projects in Viet Nam, and one each in 
Cambodia and India). The use of this eligible expenditure item seems to have increased 
marginally during 2006–2009. In addition, 3% of all Asian Development Fund (ADF) grants 
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during 2006–2009 allowed financing of land acquisition and right-of-way expenditures (two 
projects in Nepal, and one project each in Afghanistan and Samoa), and 1% of ADF grants (one 
project in the Lao PDR) included resettlement cost financing.24  
 
34. Local transportation and insurance. A specific reference to local transportation and 
insurance is noted in only 0.4% of all RRPs approved in 2006–2009 (one loan to Indonesia to 
support local procurement systems). However, ADB's country teams have interpreted the actual 
practice of financing local transportation differently to include local transportation for consultants, 
which has been stipulated in their respective contracts. If the latter interpretation is taken into 
consideration, about 22% of all ADB loans financed this expenditure. This suggests the need to 
clarify the definition of this expenditure item in the staff instruction.   
  
35. Food. Food expenditures were specifically outlined to be eligible in one RRP approved 
from 2006 to 2009 (for emergency food assistance for Cambodia). Minor food items associated 
with workshops continue to be financed under both technical and other assistance. 
 
36. Recurrent costs.  The use of recurrent costs as an expenditure item associated with the 
projects during implementation has been widely adopted across ADB operations. From 2006 to 
2009, 24% of approved project loans included provisions to finance recurrent costs, with a 
progressively increasing trend from 10% utilization in 2006 to 45% in 2009. A slightly higher 
level of utilization was observed for ADF project grants (36%), with levels of utilization above 
40% throughout 2006–2009, with the exception of 2008 (when it dropped to 13%). As a share of 
total projects, recurrent cost financing was used most often in the industry and trade sector 
(67% of 3 loans processed from 2006 to 2009); agriculture sector (46% of 35 loans); and law, 
economic management, and public policy (40% of 5 loans). In absolute numbers, agriculture (16 
loans of 45 processed), and transport and communications (14 loans of 67 processed) were the 
sectors that most frequently used this expenditure.  
 
37. Of the 29 new countries with new financing parameters, none of the memos introduced 
country limits on overall recurrent cost financing; instead, project and sector considerations 
were emphasized. Since most projects have directed recurrent cost expenditures to finance 
project implementation offices (although not exclusively), the borrower's commitment and ability 
to sustain the financing of long-term recurrent expenditures is generally not questioned, and 
therefore separate assessments have not been prepared.   
 
38. Operational arrangements. The 2005 policy and the 2006 staff instructions introduced 
the need to complete stringent assessments if ADB were to finance any of the new expenditure 
items outlined. Assessments were to be conducted at (i) the country level (for taxes and duties, 
land and right-of-way acquisition, recurrent costs); and (ii) various levels of project preparation 
and implementation (taxes and duties, land and right-of-way acquisition, recurrent costs, 
secondhand goods and leased assets, severance pay, food). At the project level, the 2005 
policy and associated documents require that the feasibility and rationale be assessed, 
documented, and justified in the RRP. Project teams have often reported that the required 
assessments and substantiation for new expenditure items made eligible for ADB financing 
under the 2005 policy represent a disproportionate burden. 
 
 

                                                 
24  In the case of land acquisition and resettlement, project teams reported that the financial, reputational, and political 

risks associated with financing these items sometimes were the main cause for underutilization. At the country 
level, governments reported a preference for financing this item.  
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39. In addition, the following is noted:  
 

(i) Some assessments required for inclusion in the RRP are impractical, with most 
decisions needing evaluation during detailed engineering and contract 
preparation (e.g., markets for secondhand and leased goods vary in time and 
space; clients and project teams are generally unable to finalize such detailed 
decisions during project preparation).  
 

(ii) Various policies have duplicative and/or conflicting requirements (e.g., land 
acquisition and rights-of-way covered under two separate policies with different 
reporting requirements and slightly different principles).25  
 

(iii) The conclusions of the country and project assessments on the financing 
eligibility of an expenditure item may diverge, and thus be challenged.26 

 
E. Implementation Experience 

40. Implementation framework. Implementation of the 2005 policy included the following: (i) 
briefing of a substantial number of country teams in 2006 (most after issuance of the staff 
instruction); (ii) coinciding with the preparation of country strategies, establishment of new 
country cost-sharing parameters for 14 DMCs by the end of 2007, 10 DMCs in 2008, 7 DMCs in 
2009, 3 DMCs in 2010, and 1 DMC (so far) in 2011;27 (iii) although the number of approved 
loans with one or more new eligible items increased from 22% in 2006 to 44% in 2009, the use 
of new expenditure eligibilities remained low; and (iv) fiduciary oversight continues to improve 
through a variety of tools, including economic analyses and financial reviews at country level,28 
as well as financial management and procurement capacity assessments and audit provisions 
at the project level, all of which are intended to be linked to this policy.   
 
41. Impact on administrative budget. The 2005 policy identified the resource implications 
associated with transaction arrangements, CPS, and project preparation. Transitional costs to 
ADB in the first year of operation (2006) were related to amending the operational 
documentation, 29  conducting briefing sessions with country team leaders, and providing 
implementation support. Staff and consulting resources were allocated for these purposes. 
 
42. In addition, staff feedback indicates that in 20% of the cases surveyed, the 
establishment of new country financing parameters involved additional demand on human 
                                                 
25  For instance, ADB's Safeguard Policy Statement (2009) provides a comprehensive description of the rates of 

compensation that must be covered for acquisition. These are based on full replacement costs and include (i) fair 
market value of land and assets contained; (ii) transaction costs; (iii) interest accrued, (iv) transitional and 
restoration costs; and (v) other applicable payments, if any. The 2006 staff instruction only covers a fraction. 

26  Such case may arise, for example, with taxes and duties, where project-based assessments (which consider more 
closely local conditions) may reach conclusions different from country-wide assessments.  

27  Indonesia, the Lao PDR, Mongolia, Nepal, and Papua New Guinea have revised the country financing parameters 
more than once since the approval of the 2005 policy. 

28  All 16 country team members responding to the survey confirmed that cost-sharing parameters had been 
established after completing the review of reports developed by government and development partners (e.g., IMF, 
World Bank), and/or independent assessments. Moreover, several country teams publish quarterly economic 
updates that analyze macroeconomic developments as well as monetary, fiscal, taxation, and debt sustainability 
issues.   

29  ADB. 2008. Cost Sharing and Eligibility of Expenditures for ADB Financing. Operations Manual. OM H3. Manila; 
ADB. 2006. Retroactive Financing. Operations Manual. OM H4. Manila; ADB. 2006. Project Performance 
Management System. Operations Manual. OM J1. Manila; ADB. 2006. Cost Sharing and Eligibility of Expenditures 
for Asian Development Bank Financing. Compendium of Staff Instructions. Manila. 



  

 

10

and/or financial resources, although this was generally not considered significant. At the project 
level, where new expenditure items were to be adopted, assessments were either based on 
country-level assessment findings or conducted as part of other studies (e.g., land acquisition 
and resettlement plans). While additional costs associated with these cannot be segregated at 
the project level, staff have identified disproportionate assessment demands (for remaining 
expenditures) as one of the major causes for underutilization of new expenditure eligibility items.   
 
43. Awareness. Although selective training and DMC seminars were conducted 
immediately after the launch of this initiative, internal and external consultations revealed that 
operations staff and counterpart governments were not fully aware of this policy’s contents. 
After the revision of country financing parameters in 73% of ADB's DMCs, process 
understanding of this policy component is adequate internally and externally. Similarly, ADB 
staff have extensively adopted the removal of the distinction between foreign and local currency 
costs in cost and financing plans. However, the new expenditure eligibility and financing options 
are not well understood. Country-level consultations also discovered the need for a wider 
outreach program to familiarize DMC governments quickly with all parts of the policy.  
 
F. Fulfilling Policy Objectives  

44. Client responsiveness. Clients have highlighted the value of flexibility and country-
specific conditions in the 2005 policy, including (i) the establishment of country-level financing 
parameters based on country-specific conditions, which have enabled a tailored response to 
most country's needs, such as during the recent global economic crisis; (ii) provisions for project 
cost-sharing variations at the country level; (iii) unconstrained financing of project-related local 
costs; and (iv) expanded financing options and eligible expenditure items, although these have 
not been fully utilized. The new approach is more closely aligned with expenditure requirements 
of borrowers and their budgetary systems, and more effective and relevant to DMCs’ country 
systems. However, consultations with DMCs highlighted how project cost sharing is more 
relevant than country cost sharing, as the former is linked to sector-specific needs, the nature of 
the investment, and its potential for leveraging alternative resources. Moreover, given pipeline 
predictability (2–3 years), country cost-sharing parameters may not adequately reflect the needs 
of the country throughout the CPS cycle.  
 
45. Harmonization with development partners. At the policy level, the introduction of the 
2005 policy is consistent and aligned with those of other multilateral development banks, 
particularly the World Bank, operating in common countries to ADB.30 At the country level, 25% 
of all new country financing parameter memorandums approved by the President indicated a 
direct link between proposed figures and conclusions on the need to harmonize with major 
development partner approaches (particularly the World Bank) and ensure consistency with 
commitments to the Paris Declaration. However, in practical terms, while the World Bank has 
moved toward country cost-sharing ceilings of up to 100% in all countries with active operations 
in Asia and the Pacific, ADB's maximum ceilings (99%) were applied in only 66% of all revisions.   
 
46. At the project level, a selective sample review (conducted during country consultations) 
found that for sectors and regions of simultaneous operation, ADB's project cost-sharing levels 
are generally lower than those of the World Bank. 
 

                                                 
30  The European Bank for Reconstruction and Development, which also operates in Asia, does not have an 

equivalent policy.  
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47. Consistency across ADB's instruments. The 2005 policy provided greater 
consistency and alignment among ADB's lending instruments by enabling financing under 
investment loans of several expenditure items otherwise eligible under program loans (e.g., 
financing of recurrent costs and severance pay).   
 
48. However, closer alignment between lending and nonlending instruments may be further 
achieved in some areas. The following differences are noted: 
 

(i) Policy-based lending instruments and several types of externally financed grants 
(e.g., Japan Fund for Poverty Reduction) do not impose cost-sharing levels.    
       

(ii) Policy-based instruments may finance imports, as defined by positive or negative 
lists.31 Moreover Appendix 5 of the Safeguard Policy Statement (2009) includes a 
list of activities that do not qualify for ADB financing. The ineligible item list for 
program loan financing and the ineligible list of ADB-prohibited activities under 
the Safeguard Policy Statement include goods and activities not explicitly 
covered by the 2005 policy.32 

 
IV. FINDINGS AND RECOMMENDATIONS  

A. Issues  

49. The following summarizes the issues identified as part of this policy implementation 
review: 

(i) Country cost-sharing ceilings have increased notably in nearly all countries that 
revised their country financing parameters to enhance flexibility, optimize 
investment pricing, and improve project implementation. However, a country 
ceiling monitoring system has not been established.       
 

(ii) The adoption of new financing options and eligible expenditure items has been 
limited. A lack of awareness among ADB and DMC staff, coupled with the need 
to predetermine the use of some modalities before project approval and prepare 
demanding assessments at very early stages, reportedly are the main problems. 

 
(iii) Government contributions toward TA financing are almost exclusively in kind. 

Unlike loans and grants, which follow project accounting principles and are 
audited, TA contribution systems have generally been deficient (i.e., unbudgeted 
and non-transparent), variable across countries, subjective, and of limited 
efficiency (potentially a poor indicator for country ownership).  

 
(iv) Policy consistency can be increased further across ADB's lending and 

nonlending instruments, both in relation to cost-sharing and expenditure eligibility 
aspects. 

 
50. It is proposed to advance the process initiated in 2005 by addressing the issues 
highlighted in para. 49 and ensuring that the principles of efficiency and client responsiveness, 
harmonization, and consistency are achieved across lending instruments better. As these do not 

                                                 
31  ADB. 2010. Program Lending. Operations Manual. OM D4. Manila. 
32  The 2005 policy states: “ADB will maintain its approach on the financing of military expenditures, nuclear reactors, 

environmentally hazardous substances, and other non-development expenditures.” ADB. 2005. Cost Sharing and 
Eligibility of Expenditures for Asian Development Bank Financing: A New Approach. Manila (para. 16). 
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represent a change in the policy, strengthening will be undertaken by clarifying and/or revising 
directional documents, and conducting new outreach programs.  
 
51. The proposed revision to directional documents associated with the policy apply, as 
relevant, to ADB-financed public sector investment operations, including loans and grants (other 
than policy-based, and limited or nonrecourse financing to subsovereign or nonsovereign 
operations of the public sector), and TA (excluding private sector operations). Similarly, 
proposed revisions to eligible expenditures apply to ADB-financed and ADB-administered public 
sector investment operations.33  
 
B. Country Cost-Sharing Ceiling Determination and Monitoring  

52. The 2005 policy has been implemented across ADB with revisions to country cost-
sharing ceilings in 76% of all DMCs with an active portfolio. Country cost-sharing strategies 
strongly reflect DMCs’ public finance strategy and preferences. To further strengthen the 
framework, it is proposed that a system for monitoring cost-sharing ceiling compliance and 
planning to maximize benefits through the programmed pipeline be introduced. 
 
53. Moreover, it is proposed that revisions to the 2006 staff instruction be made to (i) provide 
additional guidance on the preparation of the country cost-sharing ceiling and financing 
parameters memorandum for the President’s approval; and (ii) align country cost-sharing 
ceilings of ADF grants to those of loans, rather than TA. These requirements will be reflected in 
revisions to the staff instruction to be approved by Management. 
 
C. Presenting Counterpart Financing for Technical Assistance 

54. The 2005 policy stipulates that DMC cost-sharing financing parameters should also be 
applied to TA with ceilings of up to 100%, which ADB allowed for all countries (and often 
pursued). However, the analysis has shown that government contributions are generally in kind, 
and estimates are unrepresentative of actual costs and rarely budgeted and incurred. 
Consultations with staff and partner governments also suggest that ownership is only partly 
measured through cost-sharing allocations, with more tangible indicators including early 
allocation of full-time counterpart staff to participate in TA design and implementation activities, 
and agreements for TA delegation to counterpart agencies for TA execution.34    
 
55. Project teams should agree upon counterpart contributions to TA during grant 
preparation (e.g., fact-finding missions and other formal exchanges). These should be recorded 
in detail in aide-mémoire/memorandums of understanding signed with the government and 
further reflected in their respective papers.35 However, monetary values will not be associated 
with contributions presented in the TA financing table unless these are to result in a transfer of 
funds. The proposal will promote transparency, enhance partner accountability, and result in 
closer alignment with practices under other ADB-administered grant funds. Where counterpart 
entities provide specific monetary assistance, this will be recorded, on a case-by-case basis, 

                                                 
33  These include ADB’s special funds, financing partnership facilities, trust funds, and cofinanced operations 

administered by ADB. Depending on the nature of the cofinancing agreements with specific development partners, 
further restrictions, particularly on expenditure eligibility, may apply.  

34  Furthermore, the TA policy (ADB. 2011. Technical Assistance. Operations Manual. OM D12/BP. Manila [para. 49]) 
specifies that the cost-sharing policy is not applicable to research and development, regional, small-scale, or 
nonsovereign TA, thus limiting its scope to country-based project preparatory, capacity development, and policy 
and advisory TA. Other agencies do not impose counterpart financing requirements on technical assistance grants. 

35  A footnote should indicate the percentage contribution to the total TA. 
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and will take the form of TA grant financing. In line with ADB’s TA policy, repayment 
arrangements will be strictly applied to graduated countries and project preparatory TA to private 
sector entities.36 The allocation of counterpart contributions agreed upon by the government in 
aide-mémoire will offer greater specificity, particularly in association with the increasing number 
of partly and fully delegated TA.37 To effect this action, TA templates and Appendix 2 to the 
2006 staff instruction will be revised and guidance issued to regional departments. 
 
D. Enhancing Expenditure Eligibility Consistency 

56. The policy should retain the same expenditure items 38  eligible for public sector 
investment operations. 39  Eligible items will be assessed and reflected, as relevant and 
applicable, in the cost tables of the RRP as well as schedules of financing agreements. 
However, it is proposed that ineligible items under investment loans and grants be aligned with 
other ADB policies, which currently include the Safeguard Policy Statement and the 2009 
clarification on program lending.40 The list of ineligible items will be updated, as necessary, and 
reflected in an appendix to the staff instruction to be approved by Management. In addition, 
operational guidelines will be revised to address issues highlighted in paras. 38 and 39.41 
 
E. Project Financing 

57. This policy implementation review does not propose any revisions to project cost 
financing; and reconfirms ADB's ability to finance local currency costs above direct and indirect 
foreign costs, and the extended list of financing options (see para. 18). For the extended 
financing options, it is proposed that assurance mechanisms will be further defined and put in 
place based on country-specific systems.  
 
58. For the financing options, it is proposed that the Operations Manual section on 
disbursement,42 applying to several investment operations instruments (including loans, grants, 
and cofinancing), and other operations directional documents, will be strengthened to provide 
additional guidance and facilitate the use of pre-financing or front-loading regarding (i) the 
provision of appropriate monitoring mechanisms by ADB and executing agencies until the 
completion of the project, (ii) provision of criteria to allow for ADB’s front-loading, and (iii) 

                                                 
36  ADB. 2010. Technical Assistance. Operations Manual. OM D12/BP. Manila (para. 30). 
37  During consultations, DMCs reported that country- and executing-agency-based implementation (resulting from TA 

delegation) was a more significant indicator of country ownership. 
38 Expenditures covered under the loan and grant proceeds should promote development, thereby underpinning the 

poverty reduction agenda. The expanded list of eligible items includes (i) local transport and insurance, (ii) late 
payment penalties, (iii) food expenditures, (iv) resettlement assistance charges, (v) IDC on non-ADB loans, (vi) 
bank charges, (vii) retroactive financing, (viii) secondhand goods, (ix) leased assets, (x) taxes and duties, and (xi) 
land acquisition and payments of rights-of-way. 

39  Expenditures eligible under TA grants will be strictly determined by (i) the nature and objectives of the type of TA 
(as defined in paras. 16–24 of ADB. 2011. Technical Assistance. Operations Manual. OM D12/BP. Manila); and 
(ii) restrictions defined under ADB’s Charter (ADB. 1966. Agreement Establishing the Asian Development Bank. 
Manila), including Article 56 on taxes and duties.  

40  ADB. 2009. Program Lending Policy: Clarification. Manila. 
41 Eligible expenditures are anticipated to be tentatively categorized in three groups: (i) acquisition of land and rights-

of-way, resettlement expenses, IDC on non-ADB loans, and retroactive financing; (ii) minor project-related 
expenditures; and (iii) taxes and duties. Different treatments should be given to each of these. It is tentatively 
considered that for item (i) certain assessments and descriptions be included in the RRP; for item (ii), since these 
expenditures are small, detailed assessments, descriptions, or justification would not be needed in the RRP; and 
for item (iii), arrangements would be made for a meaningful and detailed assessment on eligibility of taxes and 
duties at the CPS level, and not necessarily included in the RRP. 

42  ADB. 2008. Disbursement. Operations Manual. OM J6. Manila. 
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presentation of cost tables attached to the RRP, the project administration manual and financing 
agreement. 
 
F. Outreach   

59. Consultations and surveys have demonstrated the need for enhanced policy outreach 
and understanding. It is proposed that additional resources will be needed to raise awareness 
among ADB and DMC counterpart staff regarding the overall policy and the strengthening 
recommendations (paras. 52–58).  
 
60. In summary, the following recommendations are proposed:  
 

(i) Country cost-sharing ceiling implementation will be strengthened through (a) 
the development of country-team based systems for monitoring cost-sharing 
ceiling compliance and planning and (b) upgrading of the 2006 staff instruction to 
provide additional guidance and align country cost-sharing ceilings of ADF grants 
to those of loans. 
 

(ii) TA counterpart contributions will be agreed with partner governments and 
reflected in TA papers, however monetary values will not be reflected in the TA 
financing tables unless these take the form of TA grant financing. 
 

(iii) Expenditure eligibility will be aligned to other policies through the development 
of an ineligible items list for investment loans and grants. 
 

(iv) Project Financing guidance will be provided through revisions in operational 
guidance documents to facilitate the use of pre-financing or front-loading. 
 

(v) Outreach programs will be undertaken to improve understanding of the 2005 
policy among ADB and DMC counterpart staff.         

 
V. CONCLUSIONS 

61. ADB has been implementing the 2005 policy for about 5 years. This review indicates that 
several of the policy components have been mainstreamed, including (i) the determination of 
country cost-sharing ceilings based on country-specific conditions, (ii) single currency 
presentation of investment and financing plans, (iii) use of retroactive financing, and (iv) 
utilization of selected expenditure items (such as financing of recurrent costs). However, the 
uptake of other aspects, such as new financing options and most of the eligible expenditures, 
has been limited. Lack of awareness and demanding assessments have caused implementation 
delays.  
 
62. The 2005 policy fulfilled the objectives of client responsiveness and harmonization with 
development partners. However, the policy’s impact could be increased further, including 
greater policy consistency across ADB's lending and nonlending instruments, and enhanced 
transparency and monitoring. Associated measures (paras. 52–59) will be implemented by July 
2011.     
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EXPENDITURE ELIGIBILITY IN PROJECT FINANCING ACROSS  

MULTILATERAL DEVELOPMENT BANKS 
 
1. In April 2004, the World Bank approved policy changes for investment lending 
expenditures that extended provisions for country financing parameters. 1  The 2004 policy 
update (i) provided flexibility to consider individual country circumstances when determining 
cost-sharing levels, allowing up to 100% project financing; (ii) enabled recurrent cost financing 
(after taking into consideration the impact on fiscal and debt sustainability); (iii) allowed local 
cost financing (subject to the financing requirements of the country's development program 
exceeding public sector resources and financing of foreign expenditures alone being insufficient 
to finance individual projects); and (iv) permitted financing of reasonable costs of taxes and 
duties, as well as other expenditures for land.  
 
2. Following the World Bank policy revisions, the Inter-American Development Bank (IDB) 
revised its policy in 20042 and the African Development Bank followed with its own revisions in 
20083 (Table A1.1). As a result, the four banks have largely aligned their policies on cost 
sharing and expenditure eligibility, with minor differences noted based on statutes and regional 
practices.   
 
3. In 2005, the World Bank reviewed its implementation experience.4 The review's major 
findings 18 months after policy effectiveness 5  highlighted how (i) the World Bank had 
established country financing parameters for 87 of 124 countries (in 85 countries provided 
flexibility to finance up to 100% of project costs and in two countries agreed limits of up to 90%); 
(ii) 66 countries did not introduce a country-level limit on overall recurrent cost financing and 21 
countries qualified the recurrent cost parameter; and (iii)  in 71 countries, all taxes and duties 
were eligible for financing; in seven countries, local tax regime monitoring would determine their 
eligibility, noting that national taxes were considered reasonable;6 while in nine countries,7 some 
taxes were judged to be unreasonable and not eligible for tax financing. 
 
4. In 2008, IDB’s Office of Evaluation and Oversight, as part of their evaluation of IDB’s 
New Lending Framework, 2005–2008,8 (i) noted that for recurrent cost financing, counterpart 
requirements, and eligible expenditures, the 2004 changes had been implemented extensively, 
representing a substantial relaxation of previous rules governing investment loans financing 
specific expenditures; and (ii) recommended more flexibility for investment loans. 
 

                                                 
1  World Bank. 2004. Eligibility of Expenditures in World Bank Lending: A New Policy Framework. Washington, DC. 
2  IDB. 2004. Modernization of Policies and Practices that Restrict the Use of Resources in Investment Loans. 

Washington, DC. 
3  African Development Bank. 2008. Policy on Expenditure Eligible for Bank Group Financing. Tunis. 
4  World Bank. 2005. Eligibility of Expenditures in World Bank Lending: FY05 Report on Implementation Experience. 

Washington, DC. 
5  Staff guidelines (World Bank. 2004. Bank Financing: Guidelines to Staff. Washington, DC) and relevant sections of 

Operations Manual (World Bank. 2004. Operations Manual Section 6.00: Bank Financing. Washington, DC) were 
both introduced in April 2004. 

6  Including Cambodia, the People’s Republic of China, Indonesia, the Lao People’s Democratic Republic, and the 
Philippines in Asia. 

7  Including Uzbekistan and the Kyrgyz Republic in Asia and the Pacific. 
8  IDB. 2008. The Evaluation of the New Lending Framework, 2005–2008. Washington, DC. 
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Table A1.1: Cost-Sharing and Expenditure Eligibility Components in Various Multilateral Development Banks 
 

Item and 
Reference 

African Development Bank 
(2008) 

Asian Development Bank 
(2005) 

Inter-American 
Development Bank  

(2004) 

World Bank 
(2004) 

1. Cost sharing The principle of cost sharing 
between  AfDB and the regional 
member country (RMC) is 
maintained. AfDB may finance, 
on a case-by-case basis, more 
than 90% of total project/program 
costs and more than 95% of the 
total cost of studies up to a limit 
that does not exceed 100%. The 
adequate percentage of total 
costs financed by the AfDB is 
assessed on a case-by-case 
basis according to the following 
criteria: (i) the country’s 
commitment to implement its 
overall development program, (ii) 
the financing allocated by the 
country to sectors targeted by 
AfDB assistance, and (iii) the 
country’s budget situation and 
debt level. 

Staff should use the same 
country financing parameters 
(CFPs) as the World Bank for 
this item. 

ADB determines specific country 
ceilings based on the aggregate 
portfolio of ADB operations 
projected and agreed upon with 
the DMC over the country strategy 
and program (CSP) period. The 
country ceiling is established 
based on the special 
macroeconomic assessments, 
including the country’s (i) existing 
and projected fiscal stance, 
(ii) fiscal sustainability, (iii) quality 
of the public sector investment 
program and its financing plan, 
(iv) quality of the public financial 
management system, (v) quality of 
the mechanisms for budgeting 
and its implementation, (vi) 
specific tax regime, (vii) general 
governance considerations in 
relation to fiscal and other 
matters, and (viii) the quality and 
soundness of fiduciary oversight 
arrangements. The assessments 
should also cover debt 
sustainability, exchange rate 
regime, balance of payments, and 
other relevant macroeconomic 
indicators. 

The proportion to be financed by 
ADB in the case of each project 
under the portfolio may vary 
depending on project-specific, 
sector and client considerations. 

The IDB determines the 
counterpart requirements based on 
the borrowing country’s overall 
commitment to funding its 
development program. The IDB 
analyzes whether the borrower 
devotes sufficient funds to its 
general development program and 
to the particular sector or 
subsector. 

Up to 100% of the costs of specific 
projects could be financed without 
detriment to the principle of 
ownership, and with an 
improvement in effective and timely 
project implementation, provided 
that the IDB is satisfied with the 
general level of the borrower’s own 
funding. 

Operational guidelines are 
produced to orient personnel. 
Harmonization with the World Bank 
is sought. 

The World Bank supports 
activities for which the borrower 
has demonstrated ownership and 
commitment by, among other 
things, providing funding from its 
own resources. The World Bank 
judges the adequacy of this 
funding in the context of the 
borrower’s overall development 
program and its funding for the 
sectors on which World Bank 
assistance would focus in 
particular, and determines the 
limit on the proportion of 
individual project costs that may 
be financed by the country. The 
actual proportion to be financed 
by the World Bank in each 
project, within the limit for the 
country, may vary depending on 
project-specific and other 
considerations. Staff would 
receive guidance in determining 
country and project cost-sharing 
arrangements. 

2. Local cost 
financing  

Local currency costs attached to 
direct project loans and grants 
remain eligible for AfDB 
financing. AfDB may finance 

Project investment plans do not 
distinguish between currency 
denominations of project 
components. Project financing 

Lifting the restriction on IDB 
financing as a share of total project 
cost, as set forth in the financing 
matrix, eliminates the restriction on 

The World Bank may finance 
local expenditures when it is 
satisfied that (i) financing 
requirements for the 



   
 

 

Item and 
Reference 

African Development Bank 
(2008) 

Asian Development Bank 
(2005) 

Inter-American 
Development Bank  

(2004) 

World Bank 
(2004) 

local expenditures in any 
proportion needed through direct 
project loans and grants, when it 
is satisfied that (i) financing 
requirements for the country’s 
development program would 
exceed the public sector’s own 
resources and expected 
capabilities for domestic 
borrowing, and (ii) the financing 
of foreign expenditures alone 
would not be sufficient to support 
an individual project. Staff should 
use the same CFPs of the World 
Bank for this item. 

plans are structured around the 
concept of sound banking 
principles, and thus take into 
account the cost recovery profile 
of each transaction and its 
sustainability capabilities. 
Financing plans distinguish 
between the financing provided by 
ADB, the government, and others. 

foreign exchange financing of local. development program of the 
country would exceed the public 
sector’s own resources (e.g., 
from tax and other revenues) and 
expected domestic borrowing; 
and (ii) the financing of foreign 
expenditures alone would not 
enable the World Bank to assist 
in the financing of such projects. 

3. Taxes and 
duties 

AfDB may finance taxes and 
duties associated with project 
expenditures on a case-by-case 
basis if it is satisfied that (i) the 
country’s fiscal regime imposes 
taxes or duties at levels that the 
AfDB considers non-excessive; 
and (ii) taxes and duties do not 
constitute a high share of project 
costs or are not specifically 
directed at AfDB-financed 
projects, activities, or 
expenditures. Staff should use 
the same CFPs as the World 
Bank for this item. 

ADB may finance the reasonable 
cost of taxes and duties 
associated with project 
expenditures. Transparency, 
competitive neutrality, and 
sustainability arrangements are to 
be taken into account. Staff 
instructions provide guidance on 
the definition of the term 
“reasonable” cost of taxes and 
duties, and the assessments 
required. 

At a borrower’s request, IDB 
financing may cover associated 
taxes and fees representing a 
major cost of goods and services 
(import taxes, consular or port fees, 
or value added taxes), provided 
that the amounts are reasonable 
for IDB. Income tax charged in 
addition to the cost of a service will 
not be recognized. 

The World Bank may finance the 
reasonable costs of taxes and 
duties associated with project 
expenditures. Staff instruction 
provides guidance in determining 
reasonable costs of taxes and 
duties. 

4. Recurrent 
costs 

AfDB may finance up to 100% of 
the recurrent costs of income-
generating and non-income-
generating projects on a case-
by-case basis. The percentage 
depends on the country's 
financial situation, or on the 
financial situation of the project 
management entity or entities for 
income-generating projects. Staff 

Recurrent costs are eligible for 
financing. Fiscal and debt 
sustainability assessments are 
carried out to determine adequate 
levels. ADB financing of recurrent 
expenditures is limited to funding 
requirements during project 
implementation. 

At a borrower’s request, IDB may 
consider financing recurrent 
expenditures. These will be eligible 
if it is shown that they are (i) a part 
of the project, (ii) necessary to 
achieve the project’s development 
objectives, and (iii) productive in 
the context of the specific project 
being supported. IDB will consider 
their fiscal impact and their impact 

The World Bank may finance 
recurrent expenditures. In 
determining whether and to what 
extent to finance recurrent 
expenditures, the World Bank will 
consider the impact on fiscal and 
debt sustainability (including the 
country’s commitment and ability 
to provide continued financing for 
recurrent expenditures after 
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Item and 
Reference 

African Development Bank 
(2008) 

Asian Development Bank 
(2005) 

Inter-American 
Development Bank  

(2004) 

World Bank 
(2004) 

should use the same CFPs as 
the World Bank for this item. 

on indebtedness to determine to 
what extent, they are appropriate. 

World Bank financing is 
completed) at the appropriate 
levels, including that of the 
project entity or entities. 

5. Land AfDB financing of land 
acquisition is considered by the 
Operations Committee. This 
option must remain the most cost 
effective after considering certain 
elements such as (i) the 
country’s land tenure system and 
legal land ownership situation, 
(ii) the project objectives, (iii) the 
productivity of the land, (iv) the 
growth and liquidity prospectus 
of the land market, (v) land 
acquisition risks, and 
(vi) monitoring/evaluation 
arrangements. 

ADB may finance land acquisition 
and payments for rights-of-way. A 
cautious approach is to be 
pursued in financing land 
acquisition.  

Land is eligible for IDB financing at 
a borrower’s request if it is shown 
that it is (i) part of the project, (ii) 
necessary to achieve the project’s 
development objectives, and (iii) 
possible to establish the input 
values at market prices that are 
reasonable and satisfactory. 

Land is eligible for World Bank 
financing. Policy prohibitions on 
financing land and cash 
compensation under 
resettlement plans were 
removed. 

6. Local 
transportation 
and insurance 

Financing is covered under 
current and previous policies. No 
specific policy statement covers 
this item. 

Insurance is eligible for ADB 
financing. Local transportation 
was already eligible for financing 
before the 2005 revision. Only 
bona fide values will be accepted. 

Financing is considered in the 
context of incremental staffing 
costs incurred by the executing 
agency and specifically associated 
with project execution. 

Financing of local transportation 
and insurance costs is not 
intended to be restricted, and 
such costs are eligible for World 
Bank financing. 

7. Late payment 
penalties 

Late payment penalties to 
suppliers and vendors’ eligibility 
for AfDB's financing are clarified, 
provided they are justified. Staff 
should use the same CFPs as 
the World Bank for this item. 

The prohibition on ADB financing 
of late penalties imposed by 
suppliers where they form part of 
the project costs is removed. Only 
bona fide cases will be 
permissible. Staff are to assess in 
detail the background and 
rationale for inclusion of the item. 

 Prohibition on financing late 
payment penalties imposed by 
suppliers is removed.  

8. Severance 
pay 

Severance pay is eligible for 
AfDB financing. In financing 
severance pay, AfDB considers 
factors such as the impact and 
sustainability of the public sector 
reform program and the 
conclusions of the economic 

No change in ADB policy is 
required. Severance payments 
remained eligible under the new 
policy framework. 

Severance pay is eligible for IDB 
financing. No policy statement was 
issued. 

Severance pay remained eligible 
for World Bank financing. The 
contents of the operational 
memorandum were reissued as 
guidance to staff to assist in 
determining whether, to what 
extent, and how to finance 
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Item and 
Reference 

African Development Bank 
(2008) 

Asian Development Bank 
(2005) 

Inter-American 
Development Bank  

(2004) 

World Bank 
(2004) 

analysis of the costs and 
benefits. Staff should use the 
same CFPs as the World Bank 
for this item. 

severance pay. 

9. Food Food for human consumption 
and expenditures for the 
production, storage, and 
distribution are eligible for AfDB 
financing. Staff should use the 
same CFPs as the World Bank 
for this item. 

Food expenditures are eligible for 
ADB financing. 

Food expenditures are eligible for 
IDB financing, but no policy 
statement was issued. 

Food expenditures are eligible 
for World Bank financing. 
Expenditures may be appropriate 
if the provision of food is deemed 
an essential and integral part of a 
project that is designed to 
(i) reduce the acute risk of 
disease, or reduce the severity of 
disease, for all age groups; 
(ii) reduce or prevent mental 
retardation and poor school 
performance; (iii) enhance 
children's growth and 
development; (iv) reduce 
adverse pregnancy outcomes for 
mother and child; (v) facilitate a 
systemic transition; or (vi) 
facilitate a resettlement 
operation, or an operation that 
transfers production to 
economically justified alternative 
activities, by temporarily 
sustaining the livelihood of the 
affected population.  

10. IDC IDC eligible, subject to providing 
acceptable justifications. 

IDC is eligible for ADB financing 
both under ADB loans and other 
lenders. Market rates are to be 
followed. Only bona fide values 
are to be considered. 

IDC is not covered specifically 
under this policy statement. 

IDC is eligible for World Bank 
financing. 

11. Bank 
charges 

Bank charges for special 
accounts for the entire period of 
project implementation are 
eligible for AfDB financing. 

Bank charges are eligible for ADB 
financing. Only bona fide cases 
will be considered. 

Bank charges are not covered 
specifically under this policy 
statement. 

Financing of charges associated 
with bank accounts maintained in 
connection with a project are 
eligible for World Bank financing. 

12. Retroactive 
financing 

Retroactive financing is covered 
under current and previous 

ADB may finance payments made 
before the date of the loan 

Retroactive financing is not 
covered specifically under this 

The World Bank may finance 
payments made before the date 
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Item and 
Reference 

African Development Bank 
(2008) 

Asian Development Bank 
(2005) 

Inter-American 
Development Bank  

(2004) 

World Bank 
(2004) 

policies. No specific policy 
statement was issued covering 
this aspect. 

agreement, provided these do not 
exceed 20% of the loan amount, 
when such payments were 
(i) incurred in connection with 
activities included in the project 
description, and (ii) associated 
with items procured in accordance 
with applicable ADB procurement 
procedures 12 months before the 
expected date of signing of the 
loan agreement. The 12-month 
period is considered on a case-by-
case basis, provided it can be 
demonstrated that the 
expenditures are bona fide and 
were incurred for proper reasons 
in a transparent manner over a 
reasonable period of time. The 
RRP is to provide a full account.  

policy statement. of the loan agreement that do not 
exceed 20% of the loan amount, 
when such payments were (i) 
incurred in connection with 
activities included in the project 
description and associated with 
items procured in accordance 
with applicable World Bank 
procurement procedures, and (ii) 
made not more than 12 months 
before the expected date of 
signing of the loan agreement.  

13. Secondhand 
goods 

Financing of secondhand goods 
is covered under current and 
previous policies. No specific 
policy statement was issued 
covering this aspect. 

Financing of secondhand goods is 
permissible. Valuations must be 
verified by independent experts. 

Financing of secondhand goods is 
not covered specifically under this 
policy statement. 

Financing of secondhand goods 
is eligible under given conditions. 

14. Leased 
assets 

Leased assets are eligible for 
AfDB financing. Staff should use 
the same CFPs as the World 
Bank for this item. 

Leased assets are eligible for 
ADB financing. 

Leased assets are not covered 
specifically under this policy 
statement. 

Leased assets are eligible for 
World Bank financing. 

15. 
Resettlement 
assistance 
(including cash 
compensation) 

Resettlement assistance is 
covered under current and 
previous policies. No specific 
policy statement was issued 
covering this aspect. 

Cash compensation and other 
resettlement assistance paid in 
cash qualify for ADB financing. 

Resettlement assistance is not 
covered specifically under this 
policy statement. 

Resettlement assistance is 
eligible, including cash 
compensation and other 
resettlement assistance paid in 
cash, is eligible for World Bank 
financing. 

ADB = Asian Development Bank, AfDB = African Development Bank, CFP = country financing parameters, CSP = country strategy and program,                                     
IDB = Inter-American Development Bank, IDC = interest during construction, RMC = regional member country. 
Sources:  ADB. 2005. Cost Sharing and Eligibility of Expenditures for Asian Development Bank Financing: A New Approach. Manila; African Development Bank. 
2008. Policy on Expenditure Eligible for Bank Group Financing. Tunis.; IDB. 2004. Modernization of Policies and Practices that Restrict the Use of Resources in 
Investment Loans. Washington, DC.; and World Bank. 2004. Eligibility of Expenditures in World Bank Lending: A New Policy Framework. Washington, DC. 
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COUNTRY FINANCING PARAMETERS 
 

Table A2.1: ADB Revised Country Cost-Sharing Ceilings (2006 to Present) 
 

Loans TA/Grants Sector Loans TA/Grants
Afghanistan CWR A 99 99 99 80 85 Up to 100
Armenia CWR B 95 95 95        

infra
75/70    

ADF/OCR
80 Up to 100

Azerbaijan CWR B 75 80 Up to 100
Bangladesh SAR B 80 85 None 75 80 Up to 100
Bhutan SAR A 99 99 None 80 85 Up to 100
Cambodia SER A 90 99/90   

ADTA/PPT
A

None 80 85 Up to 100

PRC EAR C 99 99 None 70 80 Up to 100
Cook Islands PAR C 99 99 None 75 80 Up to 100
Republic of Fiji PAR C 99 99 None 65 70 Up to 100

Georgiab CWR B 99 99 None Up to 100
India SAR B           

(no ADF)
80 80 None 70 80 Up to 100

Indonesia SER C 99 99 None 70 80 Up to 100
Kazakhstan CWR C 65 70 Up to 100
Kiribati PAR A 99 99 None 80 85 Up to 100
Kyrgyz 
Republic

CWR A 99 99 None 80 85 Up to 100

Lao PDR SER A 92 85 92 80 85 Up to 100
Malaysia SER C 65 70 No new 

CFPs (60)
Maldives SAR A 99 99 99 80 85 Up to 100
Marshall 
Islands

PAR B 75 80 Up to 100

FSM PAR B 75 80 Up to 100
Mongolia EAR A 99 99 99 80 85 Up to 100
Myanmar SER A           

(no ADF)
80 85 No new 

CFPs (90)
Nauru PAR A 70 80 Up to 100
Nepal SAR A 80 85 None 80 85 Up to 100
Pakistan CWR B 85 90 80/90      

infra/others
75/70       

ADF/OCR
80 Up to 100

Palau PAR B 99 99 None 80 80 Up to 100
Papua New 
Guinea

PAR B 85 99 None 70 90 Up to 100

Philippines SER C 99 99 None 65 70 Up to 100
Samoa PAR A 99 99 None 80 85 Up to 100
Solomon 
Islands

PAR A 99 99 None 80 85 Up to 100

Sri Lanka SAR B 90 85 None 75 80 Up to 100
Tajikistan CWR A 99 99 None 80 85 Up to 100
Thailand SER C 65 70 No new 

CFPs (60)
Timor-Leste PAR A 80 85 Up to 100
Tonga PAR A 99 99 99 75 80 Up to 100
Turkmenistan CWR C 65 70 No new 

CFPs (75)
Tuvalu PAR A 99 99 None 80 85 Up to 100
Uzbekistan CWR B 70 80 Up to 100
Vanuatu PAR A 99 99 None 80 85 Up to 100
Viet Nam SER B 90 80 90 75 80 Up to 100

Country Region Classification
Revised Parameters (%) Pre-2006 Classification World Bank 

(%) Loan

 
ADF = Asian Development Fund, ADTA = advisory technical assistance, CFP = country financing parameters, CWR = Central and 
West Asia region,  EAR = East Asia region,   FSM = Federated States of Micronesia,   OCR = ordinary capital resources,   PAR = 
Pacific region, PRC = People’s Republic of China, PPTA = project preparatory technical assistance, SAR = South Asia region,               
SER = Southeast  Asia region,   TA = technical assistance. 
a Figures are based on Operations Manual Section H3 on Local Cost Financing and Cost Sharing issued on 23 December 2004. 
b Georgia joined ADB in 2007. 
Source:  Asian Development Bank. 
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Table A2.2: ADB Revised Country Cost-Sharing Parameters by Region 
(2006 to Present Date) 

 

Region 

Countries  
(Number) 

Revised Parameters for 
Loans (%) 

Revised Parameters for 
Grants and TA (%) 

Total Revised Mean Min Max Mean Min Max 
CWR 10 6 96 85 99 97 90 99 
EAR 2 2 99 99 99 99 99 99 
PAR 14 10 98 85 99 99 99 99 
SAR 6 6 88 80 99 89 80 99 
SER 8 5 94 90 99 92 80 99 
ADB = Asian Development Bank, CWR = Central and West Asia region, EAR = East Asia region, Max = maximum, 
Min = minimum, PAR = Pacific region, SAR = South Asia region, SER = Southeast Asia region, TA = technical 
assistance. 
Source: Asian Development Bank. 
 
 

Table A2.3: ADB Revised Country Cost-Sharing Parameters by Country Classification  
(2006 to Present Date) 

 

Country 
Classification 

Countries 
(Number) 

Revised Parameters for 
Loans (%) 

Revised Parameters for 
Grants and TA (%) 

Total Revised Mean Min Max Mean Min Max 
Group A 18 15 97 80 99 97 85 99 
Group B 13 9 89 80 99 90 80 99 
Group C 9 5 99 99 99 99 99 99 

ADB = Asian Development Bank, Max = maximum, Min = minimum, TA = technical assistance. 
Source: Asian Development Bank. 
 
 
 



   
 

 

 

Table A2.4: Investment Lending Cost-Sharing Levels for New CPS Period 

Country Approval Period  
Revised Parameters (%) Project Lending Share (%)a TA/Grant Share (%) TAd (%) 

Loans TA/grants Max  Min Averageb Compl. Maxc Minc ADF/JSF Gov  
Afghanistan 2007–2011 99 99     100 29 77 5 
Armenia 2008–2010 95 95 86 74 83 Y 81 13 69 17 
Bangladesh 2008–2010 80 85 80 13 27 Y 100 0 85 11 
Bhutan  2008–2010 99 99 34 34 34 Y 100 71 73 9 
Cambodia  2007–2009 90 99/90   

ADTA/PPTA
61 10 37 Y 100 0 53 11 

PRC 2008–2010 99 99 71 
91 (SA) 

3 17 Y 100 0 52 30 

Cook Islands 2008–2012 99 99 82 82 82 Y 100 60 81 19 
Republic of Fiji  2009–2010 99 99 80 50 61 Y 0 0 0 0 
Georgia 2008–2009 99 99 100 

(SA) 
63 80 Y 100 80 86 14 

India 2009–2012 80 80 83  30 80 Y  100 0 55 16 
Indonesia 2006–2009 70 80 80 14 40 Y 100 0 65 16 
Kyrgyz Republic 2007–2010 99 99 69 52 64 Y 100 0 61 14 
Lao PDR 2007–2011 92 85     100 0 70 11 
Maldives  2007–2011 99 99 96 80 88 Y 85 83 83 17 
Mongolia  2007–2010 80 85 0 0 0 0 100 0 73 13 
Nepal 2007–2009 80 85     100 0 74 14 
Pakistan  2009–2013 85 90 85 85 85 Y 100 63 79 7 
Palau 2009–2013 99 99 0 0 0 0 100 91 94 6 
Papua New 
Guinea 

2006–2008 
2009–2010 

70 
85 

90 
99 

71 
85 

65 
83 

68 
85 

Y 
Y 

100 
91 

0 
65 

79 
84 

17 
16 

Philippines  2007–2012 99 99 79 34 46 Y 100 0 66 20 
Samoa 2008–2012 99 99 36 36 36 Y 86 50 70 14 
Solomon Islands 2009–2011 99 99 0 0 0 0 70 47 47 24 
Sri Lanka  2009–2011 90 85 90 85 86 Y 100 0 69 15 
Tajikistan  2009–2012 99 99 0 0 0 0 94 80 85 14 
Tonga 2007–2012 99 99 0 0 0 0 80 80 80 20 
Tuvalu 2008–2012 99 99 0 0 0 0 81 0 64 10 
Viet Nam 2007–2010 90 80 90 36 54 Y 100 0 48 16 
ADB = Asian Development Bank, ADF = Asian Development Fund, ADTA = advisory technical assistance, Compl. = compliant, CPS = country partnership strategy, Gov = 
government, JSF = Japan Special Fund, Max = maximum, Min = minimum, PRC = People’s Republic of China, Lao PDR = Lao People’s Democratic Republic, PPTA = 
project preparatory technical assistance, SA = special assistance, TA = technical assistance, Y = yes. 
a  Excludes program-type lending (program lending, sector development program) and crisis support lending. It covers all other investment lending, including credit lines and 

emergency lending, noting that according to policy lending levels may be exceeded for this modality. For multitranche financing facilities (MFF), cost-sharing ceilings are 
established at the facility level, with variations occurring at the tranche level (as allowed by the policy). 

b  This refers to values computed (total ADB contribution versus total project investment) for the period applicable from the start of CPS approval to the end of 2009. It 
includes only investment lending (including credit lines, special assistance, and MFF loans). 

c  Actual cost-sharing levels include both TA and grants. Analysis includes cluster, supplementary, and small-scale TA, as well as TA attached to investment projects (for 
which counterpart financing is often not recorded/required). It excludes cofinancier contributions, whether from a trust fund or cofinanced grant administration, as well as 
program grants (for which 100% financing is generally applied and are not covered under this policy). 

d  Computation for TA cost-sharing levels is based on the sum of all TA projects provided from the Technical Assistance Special Fund and JSF, for which cost-sharing levels 
should be applicable/reported. Balance supplementary funds' contribution recorded as cofinancing. 

Sources: ADB country partnership strategy database, report and recommendation of the President database, grant database, and TA database.
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PROJECT FINANCING OPTIONS, 2006–2009 
 

Year 
RRP  Loan 

Foreign/Local Cost 
Reporting 

Compliancea 

(% Total) 

Financing Optionsb (% Total)

Pre-
financing 

Pro-Rata 

By Categoryd Undefinede 
100% Selected 

Categoriesc 
Other % all 
Categories 

100% Financing 
by Component (Number) 

2006 49 56 86 0 18 0 2 80 0 
2007 51 56 94 0 20 0 0 78 2 
2008 58 65 100 0 26 3 0 70 2 
2009 64 66 100 0 21 3 2 67 8 

RRP = report and recommendation of the President. 
a RRP as source of data. 
b Loan agreement as source of data. 
c Generally excluding taxes and duties. 
d A significant number of loans only reported one differing category (including interest during construction). 
e This category is noted for some multitranche financing facility tranches (credit lines, project, or TA). 
Sources: ADB report and recommendation of the President, loan and grant database. 
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RETROACTIVE FINANCING 
 
 

Figure A4.1: ADB Loans with Retroactive Financing, By Year 
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PRC 60% 75% 31% 100%

India 100% 55% 100% 85%

Indonesia 0% 0% 33% 0%

Pakistan 63% 50% 75% 100%

Viet Nam 0% 17% 14% 14%

ADB 25% 44% 41% 69%

2006 2007 2008 2009

 
             ADB = Asian Development Bank, PRC = People’s Republic of China.  
                Source: ADB report and recommendation of the President database. 
 

 
 

Figure A4.2: ADB Loans with Retroactive Financing, By Country Classification 
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              ADB = Asian Development Bank.  
                 Note: For country classification, see ADB. 2010. Classification and Graduation of Developing Member 
                    Countries. Operations Manual. OM A1. Manila. 
                    Source: ADB report and recommendation of the President database. 
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Figure A4.3: ADB Loans with Retroactive Financing, By Lending Instrument  
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           ADB = Asian Development Bank, MFF = multitranche financing facility, SDP = sector development  
           program, TA = technical assistance. 
         Source: ADB report and recommendation of the President database. 

 
 

Figure A4.4: ADB Loans with Retroactive Financing, By Sector 
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            ADB = Asian Development Bank;  AG = agriculture and natural resources; ED = education;  EN = energy;  
            FI = financial intermediation; HL = health, nutrition, and social protection; IN = industry and trade; LW = law,   
            economic management, and public policy; MS = multisector, TC = transport and communication; WS = water  
            supply, sanitation, and waste management. 
            Source: ADB report and recommendation of the President database. 
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EXPENDITURE ELIGIBILITY 
 
 

Figure A5.1: ADB Loans with Taxes and Duties Financing, By Year 
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PRC 10% 0% 8% 25%
India 0% 0% 0% 0%
Indonesia 0% 0% 0% 0%
Pakistan 0% 0% 0% 100%
Viet Nam 17% 50% 43% 14%

2006 2007 2008 2009

 
       ADB = Asian Development Bank, PRC = People’s Republic of China. 
       Sources: ADB report and recommendation of the President database, loan and financing agreement database, 
         and selected memos of approval. 
 

 
Figure A5.2: ADB Loans with Land Acquisition and Right-of-Way Financing, By Year 

2006 2007 2008 2009 
ADB 2% 0% 3% 3%
PRC 10% 0% 0% 0%
India 0% 0% 0% 0%
Indonesia 0% 0% 0% 0%
Pakistan 0% 0% 0% 0%
Viet Nam 0% 0% 14% 14%
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          ADB = Asian Development Bank. PRC = People’s Republic of China. 
          Source: ADB report and recommendation of the President database. 
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Figure A5.3: ADB Loans with Resettlement Financing, By Year 
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 ADB = Asian Development Bank, PRC = People’s Republic of China. 
 Source: ADB report and recommendation of the President database. 
 

 
Figure A5.4: ADB Loans with Local Transportation and Insurance Financing, By Year 
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ADB 0% 2% 0% 0%
PRC 0% 0% 0% 0%
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 ADB = Asian Development Bank, PRC = People’s Republic of China. 
 Source: ADB report and recommendation of the President database. 
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Figure A5.5: ADB Loans with Recurrent Cost Financing, By Year 
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 ADB = Asian Development Bank, PRC = People’s Republic of China. 
 Source: ADB report and recommendation of the President database. 
 

 
Figure A5.6: ADB Loans with Use of at Least One New Expenditure Category, By Year 

2006 2007 2008 2009
PRC 10% 0% 8% 42%
India 0% 9% 20% 31%
Indonesia 0% 100% 0% 100%
Pakistan 25% 25% 50% 100%
Viet Nam 33% 83% 57% 57%
ADB 22% 27% 25% 45%
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 ADB = Asian Development Bank, PRC = People’s Republic of China. 
 Source: ADB report and recommendation of the President database.  
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